REPORT Ol- THE AUDIT0R-GI£WEPAL TO THE LIMPOPO PROVlWCiAL 

l.E-GISLATURE AND Tt^E COUNCIL OM BELA-SELA LOCAL fviUNICIPADTY 

REPORT ON THE FINAMCfAL STATEMENTS 

tiiSrcirtuction 

1 I have audited the ^-J.eccrp.panying fmancint statemeniH of the Reis eats Local 

Municipality, wtiich coinprise the statenieni of financial position ss at 30 June 201 1, 
and itie staisn-en; of financia! porforirtanco. stalenionl of changes in net assets and 
the cash (!'/', v atatsmenl for the year thsri ended, and a aummary of signincant 
scccunting policies and other explanatory infon-nstion, and the a cc cur. ling officers 
repori, as set out on pages XX to XX. 

Accounting offiours rosponsibillty for the financial statemenle 

2. The accounting ofrcer is responsible for ihe preparation and fair firesrinfaticn of 
tlvese financial siaten’.snts in accordance with the South African Slancfards of 
Generally Recognised Accouriting Fractico (G,A Standards of GRAP) and the 
reqiuirenietMs of tiie Municipal Finance Management Act of Soutii Aftlca, 2Q03 (Act 
Mo, 56 of 2003) (MFM.A,), ard for sucfi interne! ccntrol as mnnagemEnt detetinines 
necessary to enabia the prepriralion ci financial statements that ore free from 
material niisststsment, v.-ho!her d*js to fraud or error. 

Auditor-General's t'GSpoci'rihiliS.y 

3. required by ssetion c-f ttie Constilulion of the Republic of South Africa. 1936 
(Act Mo, tr;8 of 1996? end secti.on ■{ of the Public AikIjI Act of Soufft Africa. 29Ch 
(Act N'O. 25 of 2{]0/i) (PA, A), niy responsibility is to express an opiriion on these 
finenciHl stareinents basod on ,my s.^ciit, 

A. 1 conducted tviy audit f-h 3rjccrdar.ee v/ilFi l nte malic n si Standards on Aiiditino anri 
Geneiai Notice f J / ? of 2010 issued in Government Gazelle 33B72 of 15 C'ecernber 
20'i0. Those slandords require that I comply with ethical requiremenls and plan and 
perform Ihs audit to abiair. rc-asonsbte assurance ahoLit '.vhellier (he financial 
staternerfts sre free ftorri rnatcnsl rnissialemcnt 

5 An audit involves pedorrninq preesdures to obtain audit evidence about the 
amounts and disclosures in the financial statements. The prccedures selected 
depend on the aLditors judgroncTnt inc!i.iding ttic assessment of the risks of rvtaterial 
mlsslEtertiefit of the financial stotornsnts '.vhelhCi' due to fraud or error In p-i-akinc 
those list; assessmenls the anddor consdefs intorfrel conhol relevui'ri lo the 
rriunicipalsty's preparutton and fs?r pressnlotion of the financis! ststertierrts in order 



to diiigs'i ijudit procedures ihst are sppropfiaie in !he circumsiances, bui net for the 
purpose oi exprassirtg an opinion on {Hg: eiTftohVcness cf Ih© niunicipality's intarnai 
control An audit also incl'urtes evaluHting the approprialeness of aocounling pol:c;isa 
ueed and the reasonablDnoss of sccotmtino estimetGS made by nianaosmei'i!, as 
v'e‘1 ee evaluating Oie overall preeenlation of the financial etatements, 

6, I believe (hat the audit evitience ! have obtained is suffeienL and appropriate to 
provide a bails fof itiy adverse audit opinion, 

Basis for adverse opinion 

Property, plant and etjulpment 

7 Standards of Generaisy Recognised Accounting Practice. GR,AP 3. Accourfiaj 
Pci'.d/es, citanges in ^sccQunting Qsiicnaiss and ermrz. requires sn entity to 
retrospectijely apply the requirerrionts of a nevviy adopted stertdard. The ntuniCipality 
did nnt make relrospsotive adjustments on adoption of tiie fSlondards of Generally 
Recegnised Accounting Practice GRAP 17. Properd/, pient and equipment. 
CoF’isequentiy. ilie prior year accumulated surplus is unaorstaled by R1,-'i billiori as 
disdosotl in note 3 to the fnariciaf sialements, 

3 The pvrope'iy, plant and equipmiertl balance of H I A? 1 bjliion as disclosed m rvote 3 (o 
the financial statements, does not agree to ihu balance of RS)76 niili-'on psr th-o fiAOd 
sssel register. The municipality did not reconcile tii3 difference of R495 rviiiliori 
tiehveen the financial statanienls and the underlying scccuntinc records. 
Consequently, I did not obtain sufficient appropriate audit evidence to .satisfy myaeif 
as to the r-onipleten&ss, eidsteno.s, valuation and aliooHtion of pT ope fly, plant and 
equipment 

h. 1 nave rscslculated deprseiation for propsriy. pi.an(. and equipment end ntyeri a 
difterence o1 Rl,5 rntliioru As a result, as disclosed iir note 25 (o the finsncial 
atatsmerits depreciation amounting to R35 cmhlian is undorstateri and nropesY/, plant 
and equipmerd amounting to R1,472 billion is overstated by R1,o niillion, 

fC Depreciation amounting to R35,i3 million, as disclosed in note 25 to the firisncial 
statements does not agrsa to tlie balanoe c-f R33,9 milltots per the fixed asset 
reoistof. Tile municiprality did not reconcile the ditTgrence of R1,6 miltiDn b 5 h\‘afin Uie 
financinl statemenls and the underiying accouming ratorcis Consequently, I did not 
obtein sufiicient appropriate audii evidence Ic satisfy myself as to the ccirnpietenese, 
occijqerce and accuracy of depreciation. 


li'aciesiid olher payalil-itf from sji.chiinga transactions 

1 1 . h'lClLicJad in ihs bslsncs iof irnde craditors &{ R36,2 .'niliLon, as fitscJnsen in no le 1 4 to 
the {inanc!?.l slatsmenfs, aru accruals arnounling to R059 305 with a debit balance 
that does not agree to the credit balancs of R931 S22 es per the accrual listlriQ, The 
municspality did not reconcile the difference of R 1 .9 million Ijehveen the financial 
statenienta and the (.m<iertying accounting records Conseciuentiy, i did not obtain 
sufficient appropriate audit evidence to satisfy myseif as to the completeness, 
valuation and aiJocation of trade and other psyabies. 

12. Included in trade payables of R3G.2 million as disclosed in note 14 to the financfa! 
stflismenis, is an aiivis.fnt o' R4Ti millictt thsi bias iteen carried forward from the prior 
year. Tiie munidpelity could not provide an explanation or sufficient appropriate audit 
evirianne lo suppori this tjalnnce. Ttie entity? tcvoicls did not permit the application 
of ailernelive audit procedures rsgniding the account payable of R4,5 million 
Consequently ! did not cblEin SLifricieni appropriate audit evidence to satisfy myseif 
as to ihG existence, valvalton and alio call on and -silo os I ion for iradrj payables. 

13, As discicsed in note )3 to the financial statements the m\,tnicipa!iiy tias made a 
provision of R2,7 niil’ior. for I he payment of 13' cheques Mo supporting 
documentation was available for the nrnvisicn rGcorderi in the financial statements. 
The entity's records did not permit the applicat^cn of alternative prc^cecfiires regarding 
the provision maeje Consequently, i clsd not nbiain sufficient appropriate audit 
evidence to satisfy myseif a? to the cerrip lets ness, ertistence, valuation and 
allacation and nlipcnticm of t lie 15 "' crieqtia provision. 

Commitments 

14, The fViunicipa! InfrastmoSure Grunt (JvSlC) commitments balance of R4,6 miltion, as 
disclosed in nolo 31 la Ihe ftnanciai statcraerils. does not agree to the balance 
R1,t3 rniltiort per the detniieci project status repon. Tbs entity did not reconciSs the 
difference of R2,3 iiiiilion hehveen the firiencial sistements and the underiying 
accounting records. Con sequent’'/, ine MiG commitments is overstaied by 

R2,B miliicn. 

t.^ Incliicied irt comniitments of R2B,8 n-iilltori as diKciosed in note 31 to the financial 
italertienls is an arnGunl h:2tl.4 millicr, tftat represents the amount disclosed as at 
3b June 2Q1C ar>d was not updated v'ith liie com mil me rite during tiie year. 
Ccnssquonliy , I am unat's to LOi'iClude on the complatenoss, existsnea. valuation 
and aticcaiion of commitmenls as disclosed in nole 3 ! to the rinanciaf statements. 


16 ■^nc in(fjfi}mi5nl of R2^0 milltcn as ci!rir:loFf?rl in the staienierit of ftnsnd?!! 
psHormance hss (' 0 ' been recorded in the gener-sl ledger of the niunicipatity. The 
einity did not recondlo iho difierence of R2,8 imilEion between the ftnenoigl 
stHtfiiTieihs 3I1C1 the (JndQrfvin«g acooenting records. Ccnaequenliy. (he inipsirnnent 
loss ts overslateri by R2,8 million. 

IrreQufgr espcndilure 

17, The sniit;.' procurad goods and ser;icss amounting to R18,5 million in conti'avenlion 
of the supp'y chain managcnneiU reciulrements. Tho monIcipaMy hae not dtsclosed 
thss antonot as irregular expenditure in a iv.Me to the financia! statemsnt as required 
by seciion 125(2|(d) of the MFMA, FuflbenTore, an adequate system was net In 
piece for iho identification and recognition of irr&yuiar expenditure reiating to supply 
chain management. There were no satistactooy alternative audit procedui’es that I 
ccjiilh psrfortn to obtain reasonable HRsurance ihal oil irregular expenditure was 
preperly recorded, Consequenllv', i was unable to obtain sufficient ap prop note audit 
evidence to satisfy myeeif as (o Ute conipleEsnoas of K'rag'.tlsr expenditure 

Accrued leave pay 

IR, Acciueri leave pay amounting to R7,9 mitiicn as tiisclosed in note Id to the iinancLal 
statem^inl? was not correctly accrued ss the municipality used the incorrect 
f [ no nil lion for catcuiating tins amount Ths nuiriicipaEiSy could not provide an 
explanation or sufficient sppropriale audit eviilence to su( 5|K'A thi.s betance Tlie 
entity s records did not (temiii tne applies lien of aiternattve audit procedures 
reoardiiiu the accrued 'save pay of R7,s million. Consequently, I did not obtatn 
siitfiCtent appropriate audit evidence to aatisfy myself as to the valuatierc allocation 
and complataneas of accrued leave pay 

Cash itow statement 

lb. Pru^sniation of a cash ftew sfaten^eiit. sumniBhcirig ihe en/rr/'s operating, P-vesf/r-g 
c3.'?6' pnancfng aciivifies is reguirerj by ffts Standa/v! of Genetaiiy Rocogniced 
Accotirding Practica, GRAP 2 Casfi ffoiv srafemedfa Ttie followinu material 
ucaxnlairiGd differences were ideiitifed: 

i Gash rc-cfic'c;.: from sale of goods and sorvicoa aincunbiiq to R' 1 1 .8 niiilLon 
(2010: R05,4 mill;or.twa« overstated by P:27 million (2010:un(taretatad oy 
R t .9 rnitiiDn); 


B Cpsh paid to enipioyees ajTiounling to RGfi.O mitHsr. (2G10: R50,S miition) vi-i-s 
overstated by Rt,4 Emillion {2010. [iiiliionl; 

t Casii paid to £uppir6rB ^arnounling tc R43,5 million (2010: R60,5 inilljon) v/ss 
understated by R2^2 rriiilton (2010; Rt 1 ,6 niiliion) 

The municipaiiiy did not reconcile the above differences. The coniLilalive effect of 
these ntisstcteinenlB rssulied in flie net cash Hows from operaiing activities, and tite 
cash flow state iTtent tiemg averslDled by R 1 million (2010 RS,3 million). 

Casfi and cftsh equivafertts 

2D Cash and cash «c!i,iivr!lents as disclosed in t tie financial siotemsnis includes an 
amcuni of RSti niilliqn (2D tC: R3,3 miltion) on acc-ourit of suspanss accouills 
incoFTGcity clsssificd as isash and cash equivalc-h's. Consequently, cash and casii 
equivalents Is overstaterj and trade and other payables are underafafed by 
R2,S miltlon ( 2010 - R2.S million), 

Distribution tosses 

21 . SGction 125 (2) (d) (i) of the tvlFM.A requires lhr;t the notes to the annual iinancict 
statements o! a municipality inusl disclose the particulars of any nnaterial losses. 

Tne rnuniCipaliiy did not diecloae Ire electricity diStribi2Uon t-ossea sc required by the 
MFMA 

Opinion 

22 In my opinion, because of the sigoitfcance of the matters descnbsd in the Basis for 
adverse opinion paragispbis. tlie fiasneiat sistenisnt-i do not pi'esetit fairly, the 
finsneiat position of Bela Bela Local Municipality as at 30 June 2011 and ils financial 
perfornnance and cash fsnvrs for thy yesr then ended, ir accordance wjfh the Sou tit 
African Standards of Generally Recognised .Accounting Practice (SA Standards of 
GR,AP) and the reQuiromcCits of the MLinicipst Finencrj Management .Act of South 
Africa, 2C03 (Act No 36 of 20031 iMRMA} 

Einptiasis of matter 

23. 1 dravr stientfon to Ih.e niaUsis below tvly oninlon is not nioUified in respect of Ihsse 
nistters: 

Restetemenl of corresponding figures 

24, As disclosed in note 24 to ilia nnciiulal stnlements, the corres pen ding Figures for 
30 June 2010 have been rsstme-i as a result of errors discoveferl during 2D1 1 in the 


financral nf?ril 5 cMUe Bels Local RAunicip^lity a1. and forths y^ar ended, 
30 June 201 C 

Additional nlaitGr 

25. 1 draw alientk^n to the F>iaUer l>e!cvv. ivty opinian not fnodified in respeci o( this 
matter 

Onnudited aupplon'ic^ntany schGdulos 

26, Ttie suppismentaty iritc-miation set out on pages XX -n XX does not form pad of tha 

r*RfiriCi;^l and presenlerJ as addfctioEU^l inforroaUon. i not ^^lidiled 

these sr:hedu^6-s tir'd, accordingly. I c{{:j not exp fobs sn opinion thereon. 

REPORT OM OTHER LEGAL AND REGULATORY REClUtREMEWrs 

27. "n acccfdance v/iitT th^ P/\A and in icftrs ot r,aiscB / n ? issued m 

GovBmrnc-nt Gazette 33872 of 15 December 20 W, t include belov/ niy l1nding& on 
the annual p^rfon'il-inca feport as sal out on paces XX to X3< nnd material non- 
rompliBHce with la'ivG and regulations apptioable to the entity 


Predetermined objectives 


Usf^fulns^ss of iiiifornif^tion 

20 The-, repeded performance I ntonrt Litton was deficient in respect of the lollovving 
criteh^i: 

('.le^surebility: Indtcalors or^ not well- defiricd and v^rinsb^e, and I artels not 

specMic and oieasurable, 

t Conssslency: The reported objectr/es, indicators and iarseis er^s fiol conGjstcnt 
w 1 ih the approved slralegic pL^n/corporate plan/ annual performance plan/ 
iriteo rated d^eveSopmeni plan. 

The fdtovXng find-ngs relate to the above cfitens: 

23 For me p.eieClcd progri^irt Social , and GoninuJnity Services: fiRfks csnieteries s-nd 
cornnujnily of th^ approved targets vv^re not va^nFabte, spr:;ciric and 

r,neasy:abEe. 

30 Farh^ie sslocied prografvi Technical services; Eleciricihh 20% of the repodsd 
cbjec 1 :vei 5 . -ndicatorB and target^ vysro not consisterX with ths approved planned 
do/eh.■p^ne^i phonyosf^bjeclives and annual pcnomrianvcf; f)lan 


51 Repoilsd in li\o annual perfonrisnce report were fo'jn.d nut bs ccnsisteni '.vith 

ihe isrgfiis in Uie ser^'cs cJel^ery budrjel ifriplGtVfantation plan. 

ReliaiJilily of iiifon'n.ntlon 

3?. Tile repoiisd perfojiiisnce information was deftcienl in rei-poci oi Ihe lollowing 
criiena: 

f Accuracy: Tiie amoiinis, ncnibefs. and oilier data relating i,o reported actual 
performance have rot been substariliated by sulficient ar.rl appropriate aodst 
evidsnos. 

The following findings relate to the above criteria: 

35. For the sgiactsd prcgrammea. Technical Services- Etectriciiy anri Techntosi arid 
Roads and Stton'n Water, Itiat is r'ltatehal by natL.frc and amourit, the sccnracy o( l!ie 
teporlec! target s ooulc] not be satablisiisd as relevant sour os docomerilation ecu Id 
not b.e provided 

34, Rglcvant suproning docuinentaiion for trie EOiual resii’ts sohiaved in the annual 
performance ceporf could not be previdad, 

35 . Tilers was no proof that a follow up v.'os done on actual tarn etc not achieved in the 
previous financial peririd 

3G The annuBl parforniance report did net cento in nierucurea to improve the 

perlonnanc -5 of tiie rnimicipnlily '.'.Tiarc tile targets were not achieved in Hie current 
financial year. 

Compliance vjith laws and (■93013110111^ 

Annual financtsl ctatsiiients, performance and annual roport 

37 , The rmancial staienicrtls submitted for auditing v/ers not prepared in all material 
respects in accordsnes vvitti the raquiromenis fit section 122 of tlis MFMA, Materisl 
iTiisstatenients identified by the auditors 'wgre subsequently corrected, but tiie 
uncorrected nialeriai [-nlastaternenls resulied in tb.e 5 nancisl state ments receiving a 
advsrsG audit opinign. 

Procuremant and contract nianagetnenl 

r5B, Sufficient appropriate audit evidence for payments could not be obtained to confirm 
itiat the pireferencc point system wss Eipoiied icf the prccoreruent ci goods snd 

above A 30 OOO as requi'^d by sect ion 2{a; of the PrefereniiaS Pnjcufeirisnt 
r-’oticy Framev/orf, .Act and SGivl reguSetiori 2S(lha). 


30, A.v/gi’ds were made Ic? suppSicfa v/hose director' are parsvoes in set^^ics of the 
fiirjnicipaiity in conhavention of SCM reguialion -44, Furlheniic-re. the sesvice 
provdsrs faiisd to dsclare that tiisy v-’ere in the sea'ioo of ths municipatity ss 
required by SCh'i regyfaiion 13(c). 

40. Awards were made to service providers wtiose tax matters had not bsen declsreci to 
be in order by tfie South Afncan Revenue Ser/ices as required by SCM regulation 

41. Invitations for oornpetitive bidding were not always advertised lor a required 
rnininium period o! days as per the renuirerrierils of SCM regulation 22(1) and 22(2). 

ExpenriiUira itionagsmenfc 

42. ivloney owing by the muhicipalily v/ss not ahvsys paid within 30 days of receiving an 
invoice or statedicfil, as required by aoctinn 65(2){e) of the f/iFMA,, 

43. The accoLintiiig oKicerdid not latte reasonable steps to preverd irregular and fruitlEss 
and wastslu! expenditure, as required by section 62{l){d) of the MFMA. 

tWTERMAL CONTROL 

44. In accordance with the FAA and in lemis of General notice U f J o/20/f; issued in 
eoverf?nie;;! G-nisUe 33872 of 15 Decetobsr 2010, I considered into mat control 
retevar.t to my audit, but no l for the purpose of expressing an opinion on the 
efieclivonoss of internal control The matters reported Ire low are lirniled to the 
Significani deficiencies that resulted in Ihe basis for discL'^imaf of opinion, the findings 
on tire, annual performance report and the findings on compliance w'ith Isvve eiid 
regui.a lions i;iclude<:l ir; this report, 

Le^cierahip 

- The aCLOurilitiQ offiesr did not exercise oversight responslbiiity regarding 
Pnanciai ancf penorriiiance reporting and compliance sod related irdernal 
coniro I s 

1 T:;e accounting officer rjid not establish an IT yovernonce frsmewori^ tftal 

suppoits and enables the business, delivers vaXie and improves perfomiance. 


Financial aiid aci fatmance munsgf^ment 

o The chief financial officer did not implement proper record keeping in a limeiv 
manner to ensure that complete, relevant and ^ccuraig iidormrUion i5 

jjfid availabla tosuppofl iinancia! snd irerfonmance reporting 


Ills cliicf financial fjEficer did no* prapsre reydlar, accurate and compiele 


finrancial and parfanTiance re ports that are supported aivJ g vide need by re liable 
infDirniaticn 



laws and regulations 

• iT manaGement had nol fonnaSiy designed user access controls, IT sen/ics 

conlinuity conlfois and IT govornarice controls (.policies, procedorDS, guidelines) 
to mi ligate the risk of unauthorised access to the (let'.vork ann informaliofi 
systems. 



Poiok'iVS ns 


17 May 2012 


r 


